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ABSTRACT 

The United States is faced with two serious economic 
problems: declining productivity growth and rising unemployment. 
These problems have become severe in the last decade. Both problems 
are caused ^by a number of factors, but experts fail to agree on which 

.factors have most contributed to the problems. This paper examines 
the relationship between education, the productivity decline, and the 
unemployment rise. Increasing education is b^elieved to increase 
productivity and reduce unemployment , but rising educational levels 
may have contributed to the slowdown in productivity. Research in 
this area has been unable to explain the decli^ne in productivity. 
Thirty years ago the educational level of the Unemployed was lower 
than that of the employed, but by 1971 the educational levels of the 
two groups were no longer different. Increjases in educational levels 
may do little to decrease unemployment. Some/ observers believe that 

_jgiD^2^rnment and business leaders could improve prpduction through 
better management and improved working environments rather than 
increasing economic and capital investments. Existing production 
techniques could also be modified to employ more labor, better 
utilize workers' skills and education, and still maintain 
profitability. Included is a bibliography /of references and tables 
delineating the data presented. (Author/MD)^ 
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Abstract 

The United States currently faces two serious economic problems: 
declining productivity growth and rising unemployment. Both problems 
have escalated in recent years. And both problems will need to be 
solved in brder for our country to return to the economic prosperity of 
prior years. Many business leaders, educators, and government officials 
view education as a key to solving both problems. Increasing education 
is thought both to increase productivity at the individual and societal 
levels, and to reduce the incidence of uneraployment. Yet both notions 
about the efficacy of education are simplistic and have been challenged 
on both conceptual and empirical groups. This paper discusses the 
nature of these two economic problems, examines their relationships with 
• education, and reviews the assumptions and challenges underlying these 
relationships. ' 
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The declining growth of labor productivity has been a major 
economic concern for some time. Productivity grew steadily and rapidly 
throughout much of this century, helping the American economy to prosper 
and Gchieve a favorable competitive position on the world market. This 
trend began to change in the mid 1,960s. Since that time, the growth 
rate of labor productivity has declined at an accelerating rate. During 
the last few years of the I'.UOs, productivity actually declined for the 
first three-year period since national productivity data were first 
collected in 1929. 

There are two import-ant economic reasons for reversing this trend. 
First, only through increases in productivity can workers' wages rise 
without spurring inflation or increasing labor's share of input costs. 
Past demands for wage increases in the private sector have often been 
tied to increases in productivity. Recent declitfes in productivity 
growth has limited the growth of real wages and thus slowed the growth 
in the standard of living. Second, productivity differences among 
industrialized countries help determine differences in competitiveness 
in the , world market. The United States is generally more productive 
-Hran other industrialized countries, but the size of this relative 
advantage has diminislied in recent years. This situation threatens our 
country's ability to increase exports ar a way of stimulating economic 
growth. 

The problem of rising unemployment is a more recent economic 
concern. Unemployment has always risen during economic downturns. But 
during the 1970s and early 1980e, economic growth has been much more 
uneven than in previous decades. In addition to its cyclic nature, 
levels of unemployment have been steadily rising in each successive 
recession. By the end of 1982, 12 loillion workers were unemployed, the 
^highest number since the great depression year of 1933. 

Tlie economic consequences of rising unemployment are severe, 
particularly for certain social groups: families headed by minority 
males, families headed by females, and the young. Rising unemployment 
increases the number of families living in poverty and, consequently, it 
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increases inequality in the distribution of income^ Finally, the 
unemployed require welfare and other social support programs, further 
straining already burdened government budgets and hampering efforts to 
reduce deficits. 

Education has long been viewed as a way of increasing productivity 
and reducing unemployment. Early studies of U,S, economic growth found 
that the rising education levels of American workers contributed 
significantly to the high economic growth rates experienced over the 
post-war period (Denison 1979 ). Many of the education and training 
programs started during President Johnson's Great Society era were 
founded on the belief that improved levels of education could'help the 
disadvantaged help themselves out of poverty (Levin 1977). 

Yet recent declines in productivity growth and increases*in 
unemployment question these conventional views. Both of these recent 
trends have occurred at a time when the educational attainments of the 
American labor force — the employed and the unemployed alike — have 
continued to rise. Some critics argue that raisrffg the education level 
of American workers can rto longer increase productivity because jobs are 

not structured to utilize* fully workers' educational skills. In fact, 

f 

an increasing number of workers — particularly college graduates — are 
underemployed in their jobs, which may contribute to higher levels of 
workers dissatisfaction, absenteeism, and turnover that may have a 
negative affect on productivity (Rumberger 1981). 

The ^educational attainments of the unemployed have risen even more 
dramatically than those^of the employed workforce. The average 
education level of the- unemployed no longer differs significantly from 
that of the employed work force (U.S. Bureau of Labor Statistics 1981, 
p. A-10). It is now hard to argue that the unemployed lack educational 
skills. This realization prompted the government to provide jobs for 
the hard-core unemployed rather than simply education and training 
(Ginzberg 1980). 

The relationships between education, productivity, and unemployment 
may be much more complicated than many people believe. The purpose of 

i 



this paper is to explore these relationships in detail — the conventional 
views, the evidence used to support them, and challenges to them. The 
paper will first address the problem of declining productivity growth 
and then the problem of rising unemployment. 

Education and Productivity 
Productivity measures the economic output produced by the primary 
factors of production — labor, capital, and land. Labor productivity is 
the most common productivity measure; it represents the amount of 
economic output produced by a unit of labor input, either workers or 
labor hours. Total factor productivity is a less common measure: it 
refers to the amount of economic Output produced by all the primary 

"S 

factors of production, expressed in total factor costs. 

Interest in improving productivity has existed for some time. As 
early as 1950, unions tied their demand for wage increases to increases 
in labor productivity (National Research Council 1979, p. 26). Business 
leaders were less resistant to such demands because they do not increase 
unit labor costs. Go\^iernment officials have maintained an interest in 
improving productivity in order to keep the United States competitive in 
the world market place. j 

Tnere is also widespread interest in the study of productivity. 
Scholars and academics from a variety of disciplines have studied the 
causes of productivity growth and have tried to identify the factors 
contributing to the recent productivity slowdown. Industrial 
psychologists have co'ncentrated on factors influencing individual 
productivity within the workplace. Business scholars and organizational 
sociologists have concentrated on the role of Inanagement and the 
structure, of the firm. Economists have concentrated oi the factors of 
production, primarily labor and capital. 

The study of. productivity can focus on several units of analysis. 
Productivity can be assessed for the economy as a whole in order to make 
comparisons^ over time or with other countries. Productivity can also be 
assessed for entire industries or different firms within industries. 

\ . 

/ 
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Finally, productivity can be assessed for a particular firm, units 
within the firm, or individual workers. Most work thus far has 
concentrated on productivity for the e.conomy as a whole and on 
individual differences in productivity. Intermediate levels of analysis 
have been hampered by a lack of suitable data. 

While the basic concept of productivity is straightforward, actual 
measurement and analysis of productivity is quite problematic. At any 
level of analysis, appropriate measures of inputs and outputs must be 
used. For most sectors of the economy, the value of final goods and 
services sold in the mJrrket represents a suitable measure of output. 
For other sectoia, such as government, there is no market measure of 
economic output, racing it difficult to develop ^a measure of 
productivity. Economic output varies over time due ti> changes in factor 
inputs and changes in productivity: economic output per unit of input. 
Changes in factor inputs should account for changes in quality, such; as 
education, as well as quantity. / 

Recent trends in the growth of labor productivity have prompted 
increased concern and renewed research activity. The United States 
enjoyed a high rate of productivity growth in the post-war period. From 
1948 to 1964, output per hour in the private business sector increased 
at average rate of 4 percent per year (Table !)• From 1964 to 1973, 
the average growth rate slowed to 2.8 percent per year. And from 1973 
to 1981, labor productivity grew by less than 1 percent per year. 
During a three year period — 1978 to 1980~labor productivity actually 
declined. Other measures of productivity show similar trends. 

This alarming trend is not confined to i the United States. Every 
advanced industrial country has experienced a slower growth rate in 
labor produc t ivi ty /du r ing the major part of the 19708 compared to 
earlier periods. Although the United States produces more economic 
output per worker than these other countries, other economies have 
experienced higher growth rates in productivity than the U.S. And thfeir 
recent slowdown in labor productivity has been less than in the U.S. 
For example, the economic output per worker in Japan increased by 7 
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percent per year between 1950 and 1960, compared to 2 percent in the 
United States (Table 2). Between 1973 and 1979, the average growth rate 
in Japan slowed to 3,4 percent per year, while in the U.S. it was .3 
percent per year. 

In the last three d<icades, the productivity of the Japanese 
workforce has increased from 15 percent to 66 percent of the U.S. rate. 
Other countries have experienced similar, though less spectacular, 
increases. These relative gains in labor productivity signal a 
deterioration in the competitive advantage of U.^S. in the world market. 
It is little wonder that American business leaders and government 
officials are worried. 

Observers have suggested a wide variety of explanations to account 
for the recent s lowdown in productivity growth. Unfortunately, many 
more explanations have \been offered than solid empirical evidence to 
support them. One of t^he mo^t comprehensive analyses of the 
productivity slowdown has be6n conducted by Edward Denison (1979, 1982). 
Denison has analyzed the sources of U.S. economic growth for many 
years, using national economic Vut^put data that have been compiled since 
1929. Denison' s figures provide a convenient means for reviewing the 
various causes that have been offered to account for the recent slowdown 
in productivity growth. 

Although Denison' s estimate.s of labor productivity are computed 
somewhat differently than U.S. Labor Department estimates, they reveal 
similar trends. Between 1948 and 1973, output per employed worker in 
the nonresidential business sector increased at an average annual rate 
of 2.5 percent. The growth rate of productivity did fluctuate during 
this period, with productivity growth beginning to slow after 1963. 
Since 1 97 3 , however , average productivity has ac tually declined 
slight lyr^ The growthjrate changed by 2.7 percent per year compared to 
the earlier peribd. Again there has been some fluctuation in this 
trend, with the biggest single drop occurring in 1974. 

Grovth rates depend on changes in the total factor inputs as w£;ll * 
as changes in the output produced per unit of inputs Th^ former 
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reflects changes in the quality and quantity of the primary inputs in 
produc tion-- labor , capital, and land. For example, an accelerated 
reduction in hours worked and a ^slower rate of growth in capital 
contributed to/the slowdown in productivity growth. Some observers 
claim the slowdown in capital growth and its utilization have had a more 
severe impact on productivity growth than Denison shows (e.g. Baily 
1981; Thurow 1980). Denison (1982, pp. 8-18) review the evidence to 
support these claims and concludes that most are "inappropriate.'^ 

The changing composit-ion of the work force, with increasing 
proportions of young workers and females, also tends to reduce 
productivity growth, Ya^ this trend has continued for some time and 
therefore accounts for very little of the recent slowdown in growth 
rates. Altogether, changes in total factor inpiits explain only 14 
percent of the total deterioration in productivity growth. 

The change in the amount of output produced per unit of input 
accounts for most of the change in totdl labor productivity. Denison 
has identified several particular factors that have contributed to the 
slowdown. Iinproved resource allocation — changes in the distribution of 
workers among sectors of the economy— -hfelped contribute' to the decline. 
The movement of labor from farming to nonfarming activities contributed 
to productivity growth during the 1948-73 period because nonfarming 
activities are generally B^re productive. But this i movement all but 
stopped during recent times, removing one important source of 
productivity growth. 

Some observers claim that employment growth in the service sector, 
where averagk productivity is lower than other sectors of the economy, 
has further contributed to the productivity slowdown (e.g., Thurow 1980j 
p. 86). But Denison ( 1979 , p. 142) and others (National Research 
Council 1979, p. 155) argue that service industries vary wi<^jgj||j^ in their 
average productivity level and. that, altogether, this trend has not 
contributed much to the productivity slowdowa^ , 

Changes in the legal and human envirqnment have also contributed to 
productivity slowdown. These include increased regulations for reducing 



pollution and improving workers' ^health as well as the increased costs 

of fighting crime. Denison estimates these icbanges made only a small 

contribution to the productivity slowdown. Others claim that they made 

a larger negative impact (e.g., National Res'oarcli ^Council 1979, p. 159; 

Chris tainsen and Haveman 1981). ' "* r 

Changes in the economies of scale and irregular factors, such as 

labor disputes and the intensity of demand, also contributed to the/ 

productivity slowdown. But these factors, too, account for only a staall 

proportion of the slowdown, although others again claim that their 

contribution is greater than Denison shows (e.g/, Nadiri__aad Schankerman. 

1981; Thurow 1980, p. 86). 

The biggest factor contributing to the slovxiown is the residual, 

what Depison labels "advances in knowledge and no t elsewhere 

classified." The former component captures "the gain in oieasured output 

that results from the incorporation into production of ' new knowledge of 

any type--manager ial and organizational as well as technological" 

(Denison 1982, p. 22). . ' 

The redidual alone accounts for almost two-thirds of the change in 

productivity growth between the earlier post-war period and more recent 

times. The change in the size of this residual first prompted Denison 

( 1979 , p. 4) to remark that its cause remained a "mystery." As he 

recently clarified: 

By this I did not mean that no one had a hypothesis as to the 
cause. Quite the opposite! There as. a surfeit of alleged 
causes, not a scarcity. In wy concluding chapter [Denison 
1979, Chapter 9] I stated, analyzed, and evaluated 17 
different causes that had been advanced by various observers 
as the cause of the slowdown. None in my opinion, wore 
demonstrably able to explain more than a small p^rt — if 
any — of the slowdown. (Denison 19824 p. 23) \^ 

In his more recent paper, in light of further evidence, his original 
conclusion still holds. 



/ 
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Denison acknowledges that a variety of factors may have contributed 
to the recent slowdown. He groups them into seven areas. Two have to 
do with the relationship between business and government, one with the 
legal and human, environment, and one constitutes a residual category. 
/The first three represent areas frequently addressed by other observers 
of this problem: 

1. Changes in personal characteristics of workers that I 
[Denison] have not measured, especially how hard they work. \^ 

2. Changes in the^. extent to which the allocation of 
individual workers among individual jobs and of capital among 
individual types of capital departs from that which would 
maximize national income. 

3. Changes in the gap between actual production technique and 
best technique that results from obstacles imposed by 
governments, labor unions, and others outside the firm. 

As Denison goes on to point out, "the main problem the presence of the 
residual series presents is neither conceptual ambiguity nor statistical 
inaccuracy ...but inability to allocate the combined c^ontribution of 
these several disparate influences among them" (Denison 1982, p. 23). 

Many scholars have focused on the last area, addressing obstacles 
within firms in addition to the fac tor s 1 is ted by Denison. Good 
industrial re lations--be tween workers, management^ ^and unions — are 
claimed to increase productivity in firms. (Marshall 1981, p. 151; Nelson 
1981, p. 1044). Changes in traditionar organization of work, such as 
those that further workers participation in decision-making, are also 
claimed to improve productivity (Marshall 1981 , p. 158; Rosenberg and 
Rosenstein 1980). Good management plays an important role as well 
(Hayes and Abernathy 1980). 

While evidence exists to support these claims, it is muc.h more 
difficult to show that changes in these and other factors were 
responsible for the recent slpwdown in aggregate productivity growth. 
As Denison correctly states, the sliowdown in lal|)or productivity growth 
may have been accompanied by a host of other trends in factors 
supposedly linked to productivity, ljut such oin as sociation does not 
establish cause and effect. 
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In general, since economic output results from a number of input 
factors, it is difficult to ascertain what causes a change in the output 
associated with any particular factor such as labor. As a recent review 
of productivity conducted by the National Research Council (1979) 
cautions: 

...one cannot infer from a rise in output per employee "hour 
that employees are more skilled or that they aire working 
harder than they were in the previous period: either or both 
may be the source of the rise in productivity in whole, or in 
part, but need not be. The entire rise could be attributable 
to an increase in capital inputs, to higher rates of capacity 
u t i 1 i za t iop , , or to technological change. It would even be \ 
possible to Have a technological change that raised output per 
emp loyee-*h^ur that, at' the same time, reduced the level of 
skill or difficulty of work required of employees (pp. 19-20). 

Out of all the factors that Denison explicitly accounted for in his 

analysis, only one made a positive contribution to the change in growth 

rates from the earlier to the more recent period: education (see Table 

3). The contribution of education to productivity growth increased from 

the first to the second period because of the continued growth in the 

educational cttainments ( of the American workforce: 

Educational background decisively conditions both the types of 
work a person is able to perform and his proficiency in any 
particular occupation. A continuous jupward shift in the 
educational background of the American labor force has 
upgraded the skills and versatility of labor and contributed 
to the rise in national income (Denison 1979,' p- 42). 

In order to measure the contribution of education to productivity 

growth, Denison and other practitioners of growth accounting need to 

identify productivity differences among workers with different levels of 

education. As Detri^son (1979, p. 44) states, "such information can be 

inferred from data on earninjgs.'* But even with adjustments for other 

factors that influence the relationship between education and earnings, 

such as race, sex, and experienc/e, this inferrence is based on the 

^as 8 um^ ti^ti^ha t : 

In a perfectly competitive labor market, such differences 
reflect the marginal productivity of schooling. To the extent 
ty^st^ labor markets are not competitive, the resulting esti-^ 
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mates of growth from this source are biased, although the size 
and direction of the bias are difficult to determine without 
further analysis (National Research Council 1979, p. 147). 

This assumption is based on neoclassical economic theory, the paradigm 
that underlies much of the research on productivity. 

Proponents of th^is view have offered several explanations of how 
education enhances productivity. Welch (1970, p. 42) suggests that 
there is an allocative ef fee t to education, meaning that "increased 
education may enhance a worker's ability to acquire and decode 
information about costs and productive characteristics of other inputs." 
Similarly, Schultz ( 1975) argues that education enhances a worker's 
"ability to deal with di s e qu i 1 ib r i a . " Others claim that education 
enhances productivity because it is complementary to other inputs (such 
as capital) in the fir.m or because it enables workers to adapt to 
technological change (Nelson and Philips 1966; Griliches 1969; Welch 
1970). 

Little direct evidence exists to support these claims, however. 
The one exception is the case of agriculture (Jamison and Lau 1982). 
Other empirical evidence contradicts these views. Some shows that 
workers' earnings are not proportional to marginal productivity 
(Gottschalk 1978 ; Medoff and Abraham 1981 ) . Differences in earnings 
associated with more direct measures of skills, such as standardized 
test scores, are much smaller than those associated with education 
(Young and Jamison 1974; Meyer and Wise 1982). 

Research on education and productivity has thus far been unable to 
explaini the serious decline in productivity. Richard Nelson (1981), in 
a major review of research on productivity, calls for an expanded 
. approach: 

It is my belief that research, guided by the neoclassical 
paradigm, has reached a stage of sharply diminishing return, 
with many important questions still not resolved adequately. 
Further, a sizable portion of research on productivity growth, j 
while perhaps ini t i a 1 ly undertaken to widen and deepen the ' 
simple neoclassical model, has identified phenomena and^ 
relationships not treated adequately , or even denied, by that 
theory (p. 1032). 
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' Alternative frameworks challenge the neoclassical assumption that 
differences in market earnings reflect differences in productivity, 
Thurow (1975) develops one competing framework: a job competition model^ 
where marginal products and earnings are associated with jobs, not 
individuals. Individuals are allocated to available gobs based on an 
array of personal characteristics, such as education, that suggest to 
the employers the cost of training those individuals in the skills 
necessary to perform their jobs. Because this allocation is based on 
available supplies of both individuals and jobs, workers may possess 
more educational skills than their jobs require. Other views of the 
labor market, such as scree;iing theory, endorse this notion (e,g,, 
Taubman and Wales 1974), Recent evidence suggests that an increasing 
number of workers are finding jobs for which they are overqualif ied 
(Bumberger 1981), Further evidence suggests that this excessive 
education is rewarded at a lower rate than education generally, implying 
that "overeducat ion" may have a detrimental effect on productivity 
(Duncan and Hoffman 1981), 

In the neoclassical view of the firm, employers arr assumed to 
organize production in order to maximize profits given available 
technology and market prices. Economists acknowledge that capital may 
not be fully utilized at any point in time and have developed a measure 
of capacity utilization. But they do not acknowledge that skills of 
workers-- so called human capital — also may not be fully utilized in the 
firm. Yet organizational theorists and industrial psychologists have 
long argued that a variety of other factors may intervene and prevent 
full utilization of workers' education and training (Rumberger 198^). 
These include the way work is| organized and particularly ^he 
relationship between the characteristics of workers and /the 
characteristics of their jobs (Vroom 1964; Dunnette and FlsishmanH.9^2) , 

I n_^s_u_mma r y_,. ana 1 y s i s o f_ - p r od u c tivi ty bas ed on_the_n^^ 

model of competitive labor markets has thus far failed to account for 
the recent s lowdown in productivity growth. In this frainfework, 
increased education contributes to productivity growth which is 
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reflected in earnings di fferences among workers with different 
educational attainments. Yet empirical evidence fails to support this 
assumption. Moreover, alternative views of labor markets and the 
operation of firms suggest that the education embodied in workers is not 
always utilized effectively- Effective utilization depends upon a 
number of^^ct'lfeT factors, such as the way work is organized. While 
evidence supports -s^otue of these alternative views, they have not been 
linked directly to the recent productivity slowdown. That linkage 
awaits^ further research^ 

Education and Unemployment 
Unemployment remains one of this country's most pressing economic 
problems. The unemployed suffer in-d ividually from being unable to 
sustain their own economic well-being thrgugh work. Collectively, they 
represent an unused and wasted economic resoure. By not workirf,, the 
unemployed not only fail to contribute to government revenues through 
taxes, they require government assistance in the form of unemployment 
and welfare payments. The ec onomic p 1 igh t of the unemployed has 
worsened recently because fewer have received unemployment benefits 
(U.S. Congressional Budget Office 1983, p. 89). Unemployment is a 
social problem as well: the unemployed demonstrate higher incidences of 
stress, crime, and illness than the population as a whole (Brenner 
1976). 

Since the Great Depression in the 1930s, the government has made an 

explicit commitment to promote full employment in the economy. The 

first statement of this commitment was in the 1946 E'-flployment Act: 

The Congress hereby declares that it is the continuing policy 
and responsibility of the federal government to use all 
practical means. ..for the purpose of creating and maintaining 
...conditions under which there will be afforded useful 
employment opportunities... for those able, willing, and 
seeking to work (as quoted in Stern 1982, pp. 12-13). . 

This commitment was reaffirmed in the 1978 Full Employment Act, better 
known as the Humphrey-Hawkins Act. 
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The government's commitment to full employment has often been more 
ideoligical than real. This commitment has also conflicted with other 
economic goals, particularly the goal of reducing the high levels of 
inflation that have plagued the economy since the early 1970s. While 
the two problems may not be causally related in the long run, in the 
short run the measures used to fight inflation help increase the rate of 
unemployment (U.S. Congressional Budget Office 1983, p. 99). On the 
other other hand, efforts to lower unemployment may tend to raise 
inflation. Some economists have thus defined the "naturaWinemployment" 
rate as the threshold level under which unemployment m^y tend to 
increase inflation (Sawhill and Bassi 1980). TJhe natural rate of 
unemployment, which was in the rang^e of 3 to 4 percent in the 19508 and 
1960s, may be as high as 7 percent in the 1980s (U.S. Congressional 
Budge t\off ice 1983, p. 84). In other words, if irflation rates are to 
remain af acceptable levels, 7 percent or about 1 million persons in 
1982, will have to do without jobs. 

The inci/lence of unemployment has steadily increased in the post 
World War II period. Although unemployment has always fluctuated due to 
the cyclical nature of economic activity, the av e raige level of 
unemployment has tended to increase in recent years. Unemployment in 
thif decades of the 1950s and the 1960s averaged less than 5 percent, 
while in the 1970s it averaged over 6 percent (Figure 1). By the end of 
1982, unemployment stood at 10.8 percent or 12 million persons, the 
highest rate since 1940. Moreover, since the mid 1960s, the lowest 
unemployment rate achieved after each upward swing of the economy has 
been higher than the rate achieved in the previous' cycle (U.S. President 
1983 , Tab le B-30) . It is this accelerating trend in Jthe_ayerage level 
of unemployment that suggests this current problem is much naore serious 
than existed in the previous 4 decades. 

Not only is Ainemployment a problem for the economy generally, it is 
particularly severe for some social groups. Young workers and 
minorities have always experienced a higher unemployment rate than white 
adults (Table 4). Women who maintain their own families are also more 
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likely to be unemployed than other workers. Another alarming trend is 
that these differences have increased in recent times. For example, the 
unemployment rate amojng blacks and other minorities was only 2 
percentage points higher than the national average in 1948, but by 1982 
this differende had increased to almost 8 percentage points. A similra* 
trend has occurred^^among youth, ^ The burden of unemployment has thus 
become even more unequal in recent times* 

Government estimates may understate the severity of the 
unemployment problem.! To be counted as unemployed by the government,^ a 
worker must have actively looked for work during the preceeding four 
weeks. Those who have quit looking for work and have thus withdrawn 
fto. the labor force are not counted as unemployed. these so called 

"discouraged" workers had been counted in the labor force, they would 
have increased the unemployment rate from 5,4;^percent to 6*8 percent in 
1973. Some workers are working part-time when they would rather work 
full-time and others are working for wages that keep them below tfie 
poverty level. Including these so call "underemployed" workers would 
have raised the unemployment rate in 1973 to over 16 percent (Clogg 
1979 , Table 2,1), Still other workers may be underemployed because they 
work in jobs that are subject to frequent layoffs or in jobs for which 
they are ov e r qua 1 i ^ied (U,S. Commission on Civil Rights 1982, Table 
2.1). More comprehensive measures of underemployment/suggest that both 
the quantity and the quality of jobs in the economy should be considered 
/ in discussions of adequate employment opportunities. 

The causes of unemployment are not easily understood. As in thie 
case of productivity, it is much easier to observe trends in other 
factors supposedly related to u'nemp loyment than to show that these 
factors actually cause the observed trenda. Nonetheless, economists 
have identified several categories of unemployment that are associated 
with different causal factors. The first ^category is cyclical 
unemployment — the unemployment due to depressed economic activity] The 
Congressional Budget Office (1983, pp, 92, 102) suggests that about 5 of 
the 11 percent unemployment rate in 1982 was due to the current economic 

\ 
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recession. The remaining 6 percentage points was due to two noncyclical 
coinponents: frictional unemployment (3-4 percentage points) and 
structural unemployment (2-3 percentage points). 

Frictional unemployment is caused by workers voluntarily leaving 
jobs and by workers entering or reentering the labor market (Sorkin 
1974, p. 10). Frictional unemployment is generally not a major concern, 
since some individuals will always be looking for work at any one point 
in time. Because youth and women, who have constituted an increasing 
share of the labor market' in the last 30 years, are more likely to enter 
and leave the labor market, the rate of frictional unemployment has 
tended to increase over time (U«S. Congressional Budget Office 1983, p* 
102). 

Structural unemployment is due to a mismatch between the skills and 
abilities of workers and the requirements of jobs (Sorkin 1974, p. 13). 
This includes geographic dislocations and workers who are displaced 
because of plant closings. S true tural unemployment in^acts certain 
workers more than others. Young people, for example, experience higher 
rates of unemployment in good economic times as w^ll as bad. Structural 
unemployment may grow in the future as more and more workers lose their 
jobs and as the economy experiences an accelerating rate of industrial 
and geographic restructuring (Bluestone and Harrison 1982; Sheingold 
1982). 

To the extent that unemp loymen t , p ar t i cu lar ly s t rue tu r a 1 
\ unemp loymen t , is due to workers' having inad equa te skills , then 
^education and training, can play a role in reducing it. Workers with 
more schooling have always enjoyed lower unemployment rates than workers 
Vvith less schooling. For example, college graduates had i^ti unemployment 
rate that was one-third the national rate in 1950, whiles-persons who did 
no\t complete high school had a rate 20 percent higher than the national 

race ( T ab 1 e 5.) . Th i s re l a t ive-. advantage, has rcinained^aver ,. the laa t 

three decades. In fact, workers with less than a high school education 
were\relatively worse off in 1979 than in 1950. / 

According to neoclassical economic theory, education develops the 

•■ \ 

\ " ' • '• 
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skills and abilities — human capital — that make workers more productive 
in the workplace. Thus raising individuals' education will inq)rove 
their prospects for findipg and naaintaining empioynient» While workers 
with more education have a relative advantage in securing the available 
jobs in the labor market, raising the^education level of the labor force 
ds a whole may do little to reduce unemployment because workers with 
more schooling may simply displace workers with less schooling (Thurow 
1975). In other words, its not simply the absolute level of schooling 
that improves a worker's likelihood of securing employment, but the 
level of schooling relative to other workers. 

While the relative unemployment rate of workers by schooling level 
has changed very little a/er the last 3 decades, the absolute level of 
schooling of both the employed and unemployed has continued to increase 
(Table 5). In 1950, most unemployed workers had not completed high 
schooling. By 1979 , however, the majority of unemployed workers had 
completed high school and almost one out of five unemployed workers had 
completed at least one year of college. Thirty years ago, the average 
education level of the unemployed as significantly lower than the 
employed workforce. But over this period the education level of the 
uxiemployed workforce has grown faster than the educo^-^^n level of the 
employed workforce. By 1971 the median education level of the 
unemployed was no longer different s tatisfically from that of the 
employed work force (Deutermann 1971, p. 31). Thus, increased education 
levels alone may do little to reduce unemployment. 

This realization has changed the focus of many government sponsored 
education and training programs. The federal government's massive 
educat.i|on and training programs of the 1960s were guided by the premise 
that improved education and training would help reduce poverty and 
unemployment, primarily atSnong the disadvantaged (Levin 1977; Ginzberg 

15 8J0 )„. Yet despit e the billions of dollars poure d into these programs, 

many of which were directed specifically toward minority and 
'disadvantaged groups, unemployment has reached record levels. And these 
targeted groups continue to experience higher relative rates of 
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unemployment. While government education and training programs will 
always play an important role in providing important job skills, their 
£ocus has been enlarged, to provide directly for jobs (Ginzberg 1980). 

Summary and Conclusions 

The problems of declining productivity growth and rising 
unemployment have become severe in the last decade. Experts have 
suggested that both problems are caused by a numbar of factors, but fail 
to agree on' the relative in^ortance of these factors. There is more 
agreement that the current economic recession is a major* cause of recent 
high unemployment rates and has played a part in slowing productivity 
growth. Yet the decline in productivity began years before the current 
economic downturn which suggests other causal factors. 

In general, education has not contributed to the growth of these 
problems, but rather has been an important faptor helping to curb them. 
Yet rising education levels may have contributed to the slowdown in 
productivity as ati increasing, number of college educated workers have 
become underemployed and possibly less productive in their jobs. 

T,he government not only faces the challenge or improving 
productivity growth and reducing unemployment. The Full Employment and 
Balanced Growth Act of 1978 actually sets a number of economic goals (as 
outlined in Sawhill and Bassi 1980, p. 162)r 

-reducing unemployment (4 percent by 1983) 

-reducing inflation (3 percent by 1983), provided .^the 
achievement of other goals is not impeded ^ 
-achieving balanced growth and gains in productivity and real 
income 

-improving the balance of trade 
-"achieving a balanced federal budget 

While inflation has been reduced over thp last year, largely because of 
the current economic recession and falling oil prices, the other goals 

-ha\re-l>een— faT^-more-e-lus ive^ f 

In order to achieve any particular economic goal, it may be 
necessary to sacrifice another. For example, the high interest rates 
maintained by the Federal Reserve Board during the initial stages of the 
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current recession helped to curb demand and reduce inflation, but r-hey 
also contributed to the economic slowdown and pushed the unemployment 
rates to higher levels. Some economis ts and government officials 
believe that it may be necessary to live with an unemployment rate — the- 
"natural unemployment rate"--of 6 or 7 percent in order to keep 
^uf lation in check. 

Many experts and government officials believe that the key to 
achieving these goals, particularly to improve productivity and lower 
unemployment, is to stimulate economic growth. In the initial stages of 
economic recovery, slack economic resources — labor and capital — will be 
more fully utilized to respond to increased economic demand. This 
increased activity should increase labor productivity. Continued demand 
for goods and services will then force the expansion of business, the 
hiring o.^ more workers, and hence the lowering of unemployment. Yet 
even wittf; a projected economic growth rate of 3 to 4 percent per year, 
both the C^i'uncil of Economic Advisor? and the Congressional Budget 
Office project that unemployment rates will remain over 9 percent until 
at least 1985 and possibly as high as 7 percent until 1988 (U.S. 
President 1983, p. 144; U.S. Congressional Budget Office 1983, p. 7). 

While a high rate of sustained, economic growth will no doubt 
improve productivity and help reduce unemployment', a high rate of growth 
may be impossible to achieve. Much depends on the world economic 
climate, including the price of oil and world-wide economic demand, 
factors that are beyond the control of the United States. It is likely 
that the United States'may never experience the same high rate of growth 
as it enjoyed in the 1950s and 1960s. Future economic growth could 
incr,ease by only 1 or 2 percent, an outlook held by many European 
governments. 



There are al ternative strategies for improving productivity and 
employment, but again some strategies may improve one at the expense of 
the other. For example, labor produx:tivity may be increased by further 
capital investment, but much of that investment may be used to displace 
workers and thus rai$e. unemployment. Companies might use further 
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capital spending to relocate plants from one region of the country to 
another, which only changes the geographic distribution of uneroployiBent 
and may, in fact, raise aggregate unemployment (Blues tone and Harrison 

1982) . 

Rather than relying on increased levels of economic growth and 
capital investment, some observers believe that government officials and 
business leaders should consider how to better utilize the capital and 
human resources that currently exist (Carnoy, Shearer, and Ruaierger 

1983) . They point out that produ c t ivity could be greatly improved 
simply through better management techniques and an improved working 
environment (Hayes and Abernathy 1980; Marshall 1981; Stern 1982). 
Existing production techniques could also be modified that would employ, 
more labor, better utilize the existing skills and education of workers, 
and still maintain pro f i tab i 1 i ty ( Carnoy and Shearer 1980; Levin 
forthcoming). > 

Just as education has not contributed significantly to declining 
productivity and rising unemployment, it is unlikely to play a major 
role in overcoming these problera£. There will always be a social as 
well as an economic need to improve the level and quality of education 
received by the citizens of this country, especially among the most, 
disadvantaged members. This improvement may help solve some of our 
current economic problems, but much more depends on how effectively 
these human resources are utilized in our economic system. 



/ 




/ 
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Table 1 



Average Annual Growth Rates of Economic Output, Employment, 
Productivity, and the Unemployment Rate: 1948-82 





1 Q /, Q CI. 






Economic output (real GNP) 


A. 93 


4.80 


1.96 


Employment 


1.17 


2.53 


1.89 


Productivity 








1. Output/worker^ 


3.16 


1.85 


.01 


2. Output/hour, business 






.74 


sector^ 


4.02 


2.81 


3. Output/hour, nonfarm 






•55 


business sector^^ 


3.14 


2.45 


Unemployment rate 


2.30 


- .64 


10.9 



^eal GNP per employed worker 

^Gross domestic product per hour of all employed workers 
SourceV- U,^. President (1983), Tables D-2, 29, and 40 




Table 2 

Productivity and Productivity Growth, Selected Countries: 

1950 - 1979 



Productivity' 



Productivity Growth 
(average annual rate of 





(as 
1950 


percent of 
1970 


U.S.) 
1979 


1950-60 


change) 
1960-73 


1973-79 


United States 


100 


100 


100 


1.7 


2.1 


.3 


Germany 


37.3 


71.3 


87.9 


. 4.8 


4.3 


3.1 


France 


42.4 


71.0 


88.8 


4.3 


4.8 


2.9 


United Kingdom 


53.4 


51.4 


59.4 


2.3 


3.0 


1-1 


Japan 


15.5 


48.7 


66.4 


6.9 


8.9 


3.4 


^eal Gross Domestic 


Products per employed person 




J 





Source: Marshall (1981), Tables 1 and 2 
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Table 3 

Growth Rates and Sources of Growth of Productivity : 

1948 - 1981 



Sector national income 

Total factor input 
Labor 
Hours 

Age-sex composition 

Education 
Capital 
Land 



Output per unit of input 

Improved resource allocation 
Iregal and human environment 
Economics of scale 
Irregular factors 

Advances in knowledge and other 



19A8-73 


1973-81 


Change 


2.A6 


- .22 


-2.68 


.47 


.10 


- .37 


.12 


- .01 


- .13 


- .2A 


- .41 


- .17 


- .17 


- .21 


- .04 


.53 


.61 


.'d8 


.39 


.18 


- .21 


- .04 


- .07 


- .03 


1.99 


- .32 


-2.31 


.37 


.04 


- .33 


- .04 


- .21 


- .17 


.42 


.'31 


- .11 


- .18 


- .20 


- .02 


1 .42 


- .26 


-1.68 



National Income per employed person in the nonresidential business sector. 
Source: Denison (1982), Table 1 
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Table 4 

Employment and Unemployment Rates, and Growth Rates, by 
Selected Demographic Characteristics, 1948 - 1982 



Employment ^millions of persons) 
Both sexes, 16-19 years old 
Males, 20 years old and over 
Females, 20 years old and oyer 

Unemployment rate 

Both sexes, 16-19 years old 
Males, 20 years old and over 
Females, 20 years old and over 

White 

Black and other 

Women who maintain families 









Average Annual " 




Number 




Growth 


Rate 


1948 


1973 


1982 


1948-73 


1973-82 


58.3 


85.1 


99.5 


1.8 


1.9 


4.C 


7.2 


6.5 


3.2 


- 1.1 


39.4 


48.3 


52.9 


0.9 


1.1 


14.9 


29.5 


40.1 


3.9 


4.0 


3.8 


4.9 


9.7 


1.2 


10.9 


9.2 


14.5 


23.2 


2.3 


6.7 


3.2 


3.3 


8.8 


0.1 


18.5 


3.6 


4.9 


8.3 


1-^ 


7.7 


3.5 


4.3 


8.6 


0.9 


11.1 


5.9 


9.0 


17.3 


. 2.1 


10.2 




-7.1 


11.7 




7.2 



Source: U.S. President (1983), Tables B-30, 31, and 33 



Table 5 



Education Level of the Employed and Untjmployed, and Relative Unemployment 
Rates by Education Level: 1950 and 1979 



Education Level Relative 
(percentage distribution) Unemployment Rate 



Education Level 








Employed 
1950 1979 


Unemployed 
1950 1979 


1950 


1979 


Elementary: 
High school: 


0 
1 


- 8 

- 3 


years 
years 


41.0 
19.4 


8.7 
14.9 


51.3 
23.7 


11.2 
32.0 


124 
120 


126 
200 






4 


years 


24.1 


40.1 


17.2 


28.0 


71 


95 


College: 


1< 


- 3 


* • 

years 


8.1 


17.9 


5.0 


12.3 


61 


70 






4+ 


years 


7.4 


18.4 


2.8 


6.5 


33 


38 


Total 








100.0 


100.0 


100.0 


100.0 


100 


■ 100 



Relative unemployment rate equals the absolute unemployment rate vrithin each education 
level divided by the unemployment rate for all workers (xlOO). , 

Note: Figures are for all workers 16 years old and over. 

Sources: U.S. Bureau of the Census (1952), Table 9; U.S. Bureau of Labor Statistics 
(1981), Table B. 
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Figure 1 

Unemployment Rates for All Workers: 1950 - 1982 




Source: U.S. Congressional Budget Office C1983) » Figure 25 
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